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Abstract
The size effect implies that small firms experience large returns. This paper examines the size effect pattern on the
Romanian stock market. The observation period was divided into sub periods: January 2003 December 2007 before crisis
and January 2008 December 2010 during crisis. We found that the size effect does not occur either before the financial
crisis, or during the crisis. In the first part of the paper a review of literature regarding the existence of the size effect on 
different markets is presented. It could have been observed that the size anomaly is present and robust through the years in
most countries of the world. Further on, the paper presents the methodology and the data that were used, but also the
empirical results that were obtained for each observation period. In the last part of the paper, the conclusions that resulted 
from the analyses are presented, along with their importance for the investors when choosing an investment strategy.
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1.Introduction
The size effect is a very important anomaly for the capital market. The given hypothesis is that this effect is
present especially during the financial and political crisis, due to the fact that the risk aversion leads the
e- from an empirical point of view, and it can 
be observed that companies with smaller capitalization register abnormally high yields compared to those 
which register high capitalization values.
This finding is difficult to explain especially given the fact that most a priori risk measures fail to account 
for the gap.
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Additional transaction and liquidity costs can only partly explain this effect. Taxation or window-dressing-
based explanations have also been questioned by counterexamples. As data on individual investor behavior are 
not available in large quantities, studies in this field typically use the variation of stock returns over time to test 
hypotheses. 
The reason for choosing this topic is to observe the existence of this anomaly on the Romanian market, in 
order to help the investors to establish a profitable investment strategy.  
Banz and Ringanum was the first to discover this anomaly in their event study from 1981. Using data from 
the New York stock exchange, they showed that small capitalized firms produce higher returns on average than 
large capitalized firms. Some argue that the size-effect have disappeared, especially since it has been 
documented that the effect has been declining since 1982. 
The rationale for the size anomaly's existence over time may lie in investors not fully realizing the potential 
earning power of Small Caps and, perhaps, overpaying for perceived safety. The size anomaly is another 
example of the market not being able to properly reflect current conditions and future expectations in current 
stock prices. 
Since institutions, which dominate the market, migrate from category to category, they may shift from once-
favored stocks - such as large companies - and move into small caps. 
The present paper examines the size effect pattern on the Romanian stock market, during two periods: 
before the financial crisis January 2003  December 2007 and during the financial crisis January 2008  
December 2010. 
In the first part of the paper a review of literature regarding the existence of the size effect on different 
markets is presented. It could have been observed that the size anomaly is present and robust through the years 
in most countries of the world.  
Further on, the paper presents the methodology and the data that were used, but also the empirical results 
that were obtained for each observation period. 
In the last part of the paper, the conclusions that resulted from the analyses are presented, along with their 
importance for the investors when choosing an investment strategy. 
2.Literature Review 
The predictability of stock returns has been a core topic among academic researchers in financial economics 
as well as industry practitioners for years. Any new documented persistent stock anomaly will attract 
significant interest among researchers and practitioners as it provides the prospect of making abnormal returns 
for investors. The size effect has been widely studied for a profitable investment strategy and different theories 
have been raised to explain this phenomenon. 
The size effect is one of the oldest and most important anomalies. Since Banz, 1981, reported that small 
firms have higher returns than large companies, many researches have been made based on these findings. The 
market risk of the securities with small capitalization is undervalued when measured by the parameter beta. 
Reinganum, 1981, studied the size effect on the U.S. market, dividing the analyzed companies by size 
capitalization in 10 categories, for which he has not found great differences regarding the parameter beta it was 
close to the market, but it could have been observed a much higher return from the companies with low 
capitalization. Thus, there was a persistence of size effect. Roll, 1983, considers that this anomaly depends of 
the way that the returns are aggregated into a portfolio. 
Other studies have examined closely the returns obtained according to the market capitalization. Brown et 
al., 1983, analyzed the size effect based on annual data, noting that the magnitude of the size effect has changed 
from year to year, and also claiming that these changes are not deviations from the average effect, but rather 
deviations from the average, which were recorded over time. 
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Ibbotson, 1984 created portfolios containing securities that have a small capitalization. He noted that these 
portfolios beat the SP500 index. The existence of the size effect is highlighted also by Lamoureux and Sanger, 
1989, on the three major U.S. markets: NYSE, AMEX and NASDAQ, by analyzing the period 1973-1985. 
Thus, they found that the gap between required and the offered courses is much higher for securities with small 
market capitalization. 
Given the high potential of the excess returns, a large number of studies have attempted to refute, support or 
even explain the size effect. 
Stehle, 1997, studied the German capital market and the identified size effect was a modest one compared to 
the international markets, while being relatively volatile, but it has to be taken into consideration the fact that 
on the German market are listed quite a few titles. 
Few studies, some even unpublished, examine the anomalies present on the stock market in a historical 
perspective. The lack of adequate historical data is the main reason for this apparent discrepancy. As an 
exception, Grossman and Shore, 2003, analyzed the recorded returns of the American market, namely the UK 
one, and the analyzed data are annual. Bossaerts and Fohlin, 2000, analyzed the size effect size before World 
War I, but their results, which were based on a sample of 50 titles, could not be correlated perfectly with the 
reality, due to the lack of a witness.  
Regarding the assumptions that could explain this anomaly, the first possible explanation discussed in the 
literature is related to the high risk of small firms compared with large ones. For example, Chen, 1988 believed 
that small companies are riskier, but offer higher returns. Roll, 1981, assumed that estimated risk may be too 
small, because it referred to the investors who have restructured their portfolios based on daily data. If investors 
would be oriented to a monthly or quarterly time horizon, the risk of small companies would increase 
significantly. However, Reinganum, 1982, found that the magnitude of this bias is not sufficient in order to 
explain the size effect. Jegadeesh, 1992, argued that the market risk is relevant only if it is correlated with the 
firm size, which leads to inability to estimate its relative importance. 
The other assumptions are related to transaction costs, the liquidity of companies and the rest of anomalities 
that may be corelated to the size effect for example: seasonal effects. 
It can be seen from the previous literature that although the size anomaly is present and robust through the 
years in most countries of the world, whether this anomaly can be economically exploited is still a question to 
be answered. 
3.Methodology and data 
3.1. Data 
After a review of the literature, the porpoise of this part is to test the presence of the anomalies on the 
Romanian capital market and to exploit the achieved outcomes 
The sample data consists of monthly closing prices for 30 companies listed both on the 1st and 2nd tier on 
the Bucharest Stock Exchange which were grouped into 3 portfolios, according the recorded values. Thus, 
portfolio 1 will include the companies that registered the highest values and portfolio 3 those with the lowest 
values. The companies have different fields of activity, namely: the manufacture industry 23 companies, 
monetary intermediation, 2 companies, cargo handling, 1 company, development of building projects, 1 
company, extractive industry, 2 companies and wholesale and retail, 1 company. 
Further on the presence of the size effect has been tested.  
The observation period was divided into sub periods: January 2003  December 2007, before crisis, and 
January 2008  December 2010 during crisis. 
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3.2. Methodology 
After the titles have been divided into three portfolios according to the recorded values, for each portfolio 
it has been calculated the average capitalization of each company contained CB, the total capitalization CBT 
and the weight that each of these companies has in total capitalization (Xi). 
        (1) 
where i represents the companies included in each portfolio, and the average return of each company. 
The weight of every company has been calculated as following: 
        (2) 
 
4.Empirical results 
4.1. The first observation period January 2003  December 2007 
For each portfolio the average capitalization recorded, the total capitalization and the weight that each of 
these companies has in the total were calculated. The obtained data can be seen in the table below: 
Table 1. Statistical data of the analyzed portfolios January 2003  December 2007 
Portfolios Total 
capitalization 
The weight of every company in the total price 
X1 X2 X3 X4 X5 X6 X7 X8 X9 X10 
P1 31.453 0.463 0.301 0.079 0.072 0.031 0.014 0.014 0.013 0.005 0.005 
P2 1.001 0.171 0.113 0.129 0.103 0.097 0.093 0.096 0.086 0.059 0.053 
P3 0.239 0.197 0.179 0.131 0.114 0.112 0.065 0.052 0.059 0.048 0.044 
Source: own calculation 
 
Further on, the capitalization weighted portfolios were calculated, in order for the size effect to be tested 
on the Romanian capital market. 
If the values registered for the third portfolio are positive and higher that those from the other portfolios, it 
can be said that the size effect exists. 
Table 2. Descriptive values of portfolios studied for effect size January 2003  December 2007 
P1 P2 P3 
Mean 0.044944 0.043931  0.041905 
Standard Deviation 0.615452 0.165122 0.185245 
Source: own calculation 
 
Because small capitalization companies P3 did not achieve higher returns, as can be seen in the table above, 
we can say that there is no size effect on the Romanian market in the period under review January 2003 - 
December 2007 and the standard deviation analysis shows that the first portfolio P1 is the most risky. 
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Then by using T- test in order to test the null hypothesis that the portfolio means if taken two by two are 
equal and by using F-test for observing the variances equality. 
Table 3. Testing equality of portfolio analysis for effect size January 2003 - December 2007 
Portofolio T-test F-test 
Vaue probability Value probabiliy 
P1  P2 0.022927 0.9818 13.89246 0 
P1  P3 0.034092 0.9729 11.03812 0 
P2  P3 0.029427 0.9766 1.25859 0.4143 
Source: own calculation 
 
So, we can see that whatever portfolio one invests in, the returns will be very close, but in terms of risk the 
investor will have a higher risk most likely when choosing P1 compared with the other two portfolios. 
4.2. The second observation period January 2008  December 2010 
During the analyzed period, in terms of total capitalization and the weight of the companies, the obtained 
data are presented in the following table. 
Table 4. Statistical data of the analyzed portfolios January 2008  December 2010 
Portfolios Total 
capitalization 
The weight of every company in the total price 
X1 X2 X3 X4 X5 X6 X7 X8 X9 X10 
P1 31.928 0.534 0.280 0.076 0.067 0.011 0.008 0.006 0.006 0.006 0.006 
P2 0.870 0.165 0.141 0.129 0.120 0.108 0.098 0.072 0.068 0.061 0.038 
P3 0.150 0.216 0.174 0.105 0.098 0.097 0.094 0.069 0.055 0.046 0.046 
Source: own calculation 
By comparisonwith the previous period, it can be said thatthe values recorded byP2andP3, from the point of 
view of the totalcapitalization, are lower, which is nottrue forP1values areapproximately equal. 
Furthermore it has been testedwhetherthesizeeffect is present on the Romanian capital marketandit can be 
seenthatthe recordedvaluesarenegative, due to lower share valueduring thecrisis. 
Table 5. .Descriptivevaluesofportfoliosstudiedforeffectsize January 2008  December 2010 
P1 P2 P3 
Mean  -0.010061 -0.028306 -0.028175 
Standard Deviation 0.156634 0.137267 0.261277 
Source: own calculation 
 
The table above shows the fact that the riskiest portfolio is P3, which can be observed also after testing 
with the F-test. So, in the following table, we can see that the investor has a higher risk when investing in P3 
compared with the other two. 
Table 6. Testing equality of portfolio analysis for effect size January 2008 - December 2010 
Portofolio T-test F-test 
Vaue probability Value probabiliy 
P1  P2 0.525611 0.6008 1.302078 0.4388 
P1  P3 0.356769 0.7223 2.782495 0.0032 
P2  P3 0.002663 0.9979 3.623024 0.0003 
Source: own calculation 
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5. Conclusion 
The size effect is one of the oldest and most important anomalies. The size effect is defined from an 
empirical point of view, and it can be observed that companies with smaller capitalization register abnormally 
high yields compared to those which register high capitalization values. 
So, the size effect can help the investors to choose the type of companies in which he would like to invest 
from the capitalization point of view. In other word, it can help the investors to choose a profitable investment 
strategy. 
As a result of the tests that were conducted it was observed that on the Romanian market the size effect does 
not occurs either before the financial crisis or during the crisis, when due to lower share price, negative values 
were obtained.  
In conclusion, it can be said the Romanian investors cannot obtain profit by investing in companies that 
register small capitalization, because price evolution of these companies on the market is not so much affected 
by the external financial problems. 
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